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 Abstract  
 Today, the world is highly globalized, therefore economies, cultures, policies 
and markets are interconnected, as they have never been before. One great example of 
globalization is the European Union. The European Union（EU）constitutes a unified 
trade and monetary body of 28 member countries and it is now one of the top traders in 
the world.  
 Over the past few years, the positive impact of the EU membership for the EU 
member states has been questioned. Thus, this paper provides an assessment of the 
impact of the EU membership on bilateral trade flows within the EU as well as 
between EU member states and other countries. This empirical research also takes 
Spain as an example to see how the EU membership and other factors affect trade 
between Spain and other countries. In this study, the Gravity model is applied with a 
large panel data set of 45 countries between 1958 and 2006.  
 The empirical results are consistent with the hypotheses made that the EU 
membership has a positive and significant impact on trade. Findings also show that the 
impact of the EU membership varies across decades. For Spain, the EU membership 
increased trade by 31%. Moreover, factors like belonging to the same regional trade 
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Chapter 1 Introduction 
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Chapter 1 Introduction 
 Nowadays, the whole world is characterized for being globalized, and by 
globalization we mean the integration of different economies, cultures, policies, 
industries and markets.  
 The process of globalization is the major focus of international economics; this 
field has become more and more important in the recent years as nations are more 
closely linked through trade, flows of money and investment than ever before.1 
Moreover, one of the major insights of international economics studies is that trade 
brings gains. One great example of globalization is the creation and enlargement of the 
European Union (EU). Being created in the aftermath of the Second World War, the 
European Community (EC) was created in 1958 with the main objectives of achieving 
peace and economic and social progress. Moreover, it aimed to foster economic 
cooperation within the six countries that founded it: Belgium, Germany, France, Italy, 
Luxembourg and the Netherlands. In 1973, it experienced the first enlargement, with 
the incorporation of Denmark, Ireland and the United Kingdom, and since then the EU 
has grown to incorporate 28 members.    
 In the past few years, there has been a lot of debate about the benefits and 
drawbacks of being in the EU. Therefore, this study is going to focus on how the EU 
membership affects trade between EU member countries and other countries. This 
                                                
1 Krugman, Paul R., and Maurice Obstfeld. “International Economics: Theory and Policy.” Boston, 
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 2 
paper also aims to take Spain as an example to see the impact that being in the EU has 
had between Spain and other countries. Although Spain joined the EU twenty-eight 
years after its creation, it is still one of the major importers and exporters, not only 
within the EU, but also globally.   
 The remainder of the paper is organized as follows. Chapter 2 provides the 
literature review related to different studies concerning how international trade leads to 
economic growth and also different analyses related to the study of bilateral trade using 
the Gravity model approach. Chapter 3 provides the history and the evolution of the 
EU as well as the role of Spain in the EU. Chapter 4 provides an overview of the 
evolution and the structure of EU intra-trade, trade between the EU and other 
countries, and trade between Spain and other countries. Chapter 5 includes an 
empirical analysis, with a description of the hypotheses for this research, an overview 
of the Gravity model specification, data and variables, statistics description, and the 
regression results. Finally, Chapter 6 offers a conclusion and other suggestions for 
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 3 
Chapter 2 Literature Review 
 The main objective of international economics is to study the economic 
interactions between countries. For instance, international trade is one of these 
interactions, and many studies have attempted to answer whether openness to 
international trade actually boosts economic growth in the long run or not. For 
instance, trade is believed to promote the efficient allocation of resources, facilitate the 
diffusion of knowledge, foster technological progress and encourage competition both 
in domestic and international markets, which leads to an optimization of the production 
processes.2 Even though the positive relationship of trade and growth has also been 
questioned, recent studies like Busse and Königer (2012) proves that trade has indeed a 
positive and significant impact on growth.    
 Another of the main focuses of international economics is the analysis of how 
different factors affect trade between countries. To address this issue, many studies 
have included the analysis of the Gravity model of trade. The traditional Gravity model 
is an analogy of the Newtonian theory of gravitation:  “Like planets are mutually 
attracted in proportion to their sizes and proximity, countries similarly trade in 
proportion to their respective GDPs and proximity” (Bacheta 103). Jan Tinbergen first 
used the Gravity model in 1962 and although at that time theoretical explanations were 
poor, throughout the years others contributed to his econometric model in order to 
analyze bilateral trade flows. The first one to make an attempt to derive the gravity 
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 4 
equation was Anderson (1979), by assuming product differentiation. Later on, 
Bergstrand (1985) also studied the theoretical model with simple monopolistic 
competition models. Helpman and Krugman (1985) justified the Gravity model by 
using a differentiated product framework with increasing returns to scale. Anderson 
and Wincoop (2001) derived the model based on the manipulation of the CES 
expenditure system that helped to solve the border puzzle. More recently, Anderson 
and Van Wincoop (2003) studied a possible miss-specification related to the nature of 
the multilateral resistance term. Other contributions, like Baier and Bergstrand (2009), 
have been made in order to address this problem by using in their case the fixed effect 
model and then constructing a system of non-linear equations. Despite all the 
improvement in the model, there are still many areas where researchers do not agree, 
and, of course, there is still room for more improvement.  
 There are a large number of empirical applications in the literature of 
international trade that contribute to the Gravity model and that are closely related to 
our work. Most of this literature focuses on how trade and monetary agreements 
impact trade flows. For instance, Rose (2000, 2002) both analyzed large panel data sets 
and found that joining currency unions had a large and positive impact on bilateral 
trade agreements. Rose (2002) estimated the time-series effect of currency unions on 
trade by analyzing the Ordinary Least Squares (OLS), Fixed Effects (FE) and Random 
Effects (RE) models, and found that a pair of countries that joined/left a currency union 
experienced a near-doubling/halving of bilateral trade. Gil-Pareja et al. (2008) 
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 5 
twenty-five OECD countries and they found that these agreements increased intra-bloc 
trade, especially when it comes to the case of the euro. Thus, they concluded that using 
the euro promotes both the Eurozone’s exports and imports to non-Eurozone markets. 
As Persson (2000) and Bladwin (2006) pointed out, by using a homogenous sample of 
countries, like a group of OECD countries, the estimation approximates the behavior of 
the average country in the sample. For our study, all OECD countries are also included.  
Many papers and articles published claim the positive impact that the EU 
membership has had on trade, and usually they focus on how the European Monetary 
Union (EMU) is an important factor to determine the increase of bilateral trade flows. 
For instance, Micco et al. (2003) analyzed the bilateral trade of 22 developed countries 
from 1992 to 2002. They found out that fixed effects was the most appropriate model 
to use, and controlling for other factors, they found that being part of the EMU not 
only helped to boost trade between EMU member countries, but also with the rest of 
the world.  
This paper, unlike previous literature, is going to include a panel of 48 years (from 
1958 to 2006), to assess the impact of the EU membership on the 28 EU member 
countries as well as EU’s main trading partners and OECD countries. Most of the 
literature has been focused on how free trade agreements and currency unions have 
affected trade. This study, even though it includes variables for regional trade 
agreements and currency unions, it mainly focuses its attention on the EU membership. 
Furthermore, due to the lack of empirical research on how the EU membership affects 
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Chapter 3 Overview of the European Union 
 This chapter gives a brief overview of the evolution and the enlargement of the 
EU and a short summary of the history of Spain in the EU.  
3.1  Evolution of the EU 
 The European Union, as we know of it today, is an economic and political 
union that comprises 28 countries. The EU was born right after the Second World War 
with a single objective of bringing European countries together economically and 
politically in order to secure peace. Belgium, France, Germany, Italy, the Netherlands 
and Luxembourg started cooperating together within the European Coal and Steel 
Community (ECSC), organization that was founded in 1952, which eventually lead to 
the founding of the EU.3 All of these six neighbouring countries agreed on The Treaty 
of Paris to create an area of free trade for several key resources including coal, steel 
and iron ore, in order to strengthen the industrial and military sectors.4 Some years 
later, after the Treaty of Rome was signed in 1957, the European Economic 
Community (EEC) and the European Atomic Energy Community (EUROATOM) were 
also founded. As a result, a customs union was formed. The EEC, created in 1958, 
helped to create a common market among the member countries without tariffs or other 
impediments to the flow of labor and goods. It aimed to continue economic growth and 
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 7 
avoid protectionist policies of the pre-war Europe. 5  Over the 70s and 80s the 
membership of the EEC expanded allowing Denmark, Ireland and the UK to join the 
EEC in 1973, Greece in 1981 and Portugal and Spain in 1986. In 1992, The Maastricht 
Treaty was signed, providing on the one hand, coordination for foreign and security 
policy, and on the other hand, establishing some rules for a common currency.6 The 
European Community changed its name to the European Union in 1993. In 1999, the 
euro was introduced in the market and it became the common currency of all the EU 
countries, excluding the United Kingdom (UK), Sweden and Denmark. In 2004, the 
EU experienced another enlargement with the adhesion of ten countries: Cyprus, 
Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia and 
Slovenia. In 2007, Bulgaria and Romania joined the EU. The EU had never before 
experienced such a great change in its structure and economic geography in such a 
short period of time.7 In 2013, Croatia became the 28th country to join the EU.8 
 During the last decade, there has been a lot of debate about the benefits and 
drawbacks of being in the EU. In June 2016, the UK held a referendum, the so-called 
“Brexit”, and 52% of the UK citizens voted in favor to leave. Although the UK is 
currently still in the EU, the negotiations between the UK and the EU have started and 
the UK is expected to exit the EU completely by 2019.  
                                                
5 Id. 
6 "European Union: History ." GlobalEDGE: Your source for Global Business Knowledge. Web. 6 Mar. 
2017. <https://globaledge.msu.edu/trade-blocs/european-union/history>. 
7 Virag-Neumann, Ildiko. “Impacts of the Integration on Trade of EU Members: A Gravity Model 
Approach” The Central European Journal of Regional Development and Tourism 6:1 (2014) 
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 After all of these years of evolution, the EU now counts as the world’s largest 
exporter of manufactured goods and services as well as the largest import market for 
over 100 countries.9 By having a single market, a single border and a single trade 
policy, the EU has been able to place itself among the top traders in the world. Thus, 
trade has become an indicator for Europe’s prosperity.10 
3.2 Spain in the EU 
 After the establishment of the democracy in Spain in 1975, the Spanish 
government requested to become a member of the CEE, however it was not until 1985 
that the Treaty of Accession was signed, and Spain was finally integrated in the EU on 
January 1st in 1986. 11  Joining the EU was for Spain a way to overcome the 
dictatorship, consolidate the power of the newly established democracy and lead Spain 
to prosperity.  
 In 1989, Spain introduced the national currency (peseta) in the Exchange Rate 
Mechanism (ERM) of the European Monetary System (EMS). In 1991, Spain also 
joined the Shengen Agreement and, in 1999, Spain together with eleven other EU 
member countries adopted a common currency in the European zone, the euro.12 
During its time in the EU, Spain took part in numerous negotiations for different 
                                                
9 "Trade." European Union website, the official EU website - European Commission. 28 Nov. 2016. 
Web. 9 Mar. 2017. < https://europa.eu/european-union/topics/trade_en>.  
10 "Extra-EU trade in goods." Extra-EU trade in goods - Statistics Explained. Web. 10 Mar. 2017. 
<http://ec.europa.eu/eurostat/statistics-explained/index.php/Extra-EU_trade_in_goods>. 
11 "España y la Unión Europea." España y la Unión Europea. Web. 11 Mar. 2017. 
<http://www.exteriores.gob.es/Portal/es/PoliticaExteriorCooperacion/UnionEuropea/Paginas/EspUE.asp
x>. 
12 "European Union in Spain: Politics and administration in Spain | spain.info in english." Spain.info. 














Degree papers are in the “Xiamen University Electronic Theses and Dissertations Database”. Full
texts are available in the following ways: 
1. If your library is a CALIS member libraries, please log on http://etd.calis.edu.cn/ and submit
requests online, or consult the interlibrary loan department in your library. 
2. For users of non-CALIS member libraries, please mail to etd@xmu.edu.cn for delivery details.
厦
门
大
学
博
硕
士
论
文
摘
要
库
